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SUBJECT: A HARD YEAR ENDS, A HARD YEAR BEGINS 
REF: TEL AVIV 7498 

1. BEGIN SUMMARY: AT THE END OF 1975, ISRAEL IS TURNING INWARDS 
AND HARDENING ITS FOREIGN POLICY STAND AGAINST GROWING INTER- 
NATIONAL PRESSURES FOR CONTINUING MOVEMENT IN ARAB-ISRAELI 
NEGOTIATIONS. SINAI II WAS HAILED BY ISRAELI LEADERSHIP AS 
POSSIBLE TURNING POINT IN EGYPTIAN/ISRAELI RELATIONS, BUT 
DID NOT DISPEL DEEPLY-HELD CONVICTIONS REGARDING ARAB 
HOSTILITY TOWARD ISRAEL. DESPITE INCREASING IMPATIENCE 
ABROAD, INCLUDING THE U.S., GOI HAS CHOSEN STAND-FIRM 
POLICY DESIGNED TO STAVE OFF HARD DECISIONS AT LEAST UNTIL 
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AFTER 1966 U.S. ELECTION. UNGA ADOPTION OF PRO-PLO AND 
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ANTI-ISRAELI RESOLUTIONS AND SOVIET/SYRIAN/PLO DIPLOMATIC 
OFFENSIVE FOR JANUARY 12 UNSC MIDDLE EAST DEBATE HAVE INTENSI- 
FIED SIEGE ATMOSPHERE. WITH 1976 LOOMING AS YEAR OF 
THE PALESTINIANS, CABINET AND LABOR ALIGNMENT ARE DIVIDED 
AS TO HOW TO PROCEED. RABIN AND HARDLINERS ARE DETERMINED 
TO MAINTAIN PRESENT PALESTINIAN POLICY WHILE MODERATES ARE 
URGING NEW, MORE POSITIVE APPROACH (E.G., YARIV-SHEMTOV 
FORMULA). LACKING INTERNAL CONSENSUS ON THE CRITICAL ISSUES, 
GOVERNMENT'S ABILITY TO TAKE HARD DECISIONS ON NEGOTIATING 
OPTIONS REMAINS LIMITED. RABIN HAS SHOWN CONSIDERABLE SKILL 
IN CONSOLIDATING HIS DOMESTIC POSITION BUT HIS LEADERSHIP 
HAS BEEN SPOTTY. IN ADDITION TO ITS FOREIGN POLICY 
DILEMMAS, GOVERNMENT IS HARD PRESSED ON ECONOMIC FRONT- 
INTENT ON IMPLEMENTING TOUGH AUSTERITY MEASURES BUT CONCERNED 
TO AVOID NEGATIVE POLITICAL AND SOCIAL REPERCUSSIONS. WHILE 
MOST LIKELY PROSPECT IS CONTINUATION OF CURRENT 
COALITION UNTIL 1977 ELECTION, NEITHER EARLY ELECTION NOR 
UNITY GOVERNMENT OPTIONS CAN BE ENTIRELY EXCLUDED. 

2. AT START OF 1966, ISRAEL’S CHALLENGE IS NOT DEALING WITH 
ITS OVERT ENEMIES BUT RETAINING SUPPORT OF ITS FRIENDS 
WHOSE IMPATIENCE WITH WHAT THEY REGARD AS ISRAEL S 
INTRANSIGENT AND UNBENDING ORIENTATION IS INCREASING. STRAINS 
IN ISRAELI-U.S. RELATIONS MAY INTENSIFY AS UNDERLYING 
DIFFERENCES RE PACE AND OBJECTIVES OF NEGOTIATIONS BEGIN TO 
SURFACE. U.S. POSITION AT JANUARY 12 UNSC DEBATE WILL BE 
VIEWED BY ISRAELIS AS PORTENT OF THE FUTURE. ALTHOUGH DEEPENING 
DEPENDENCY ON U.S. POLITICAL, FINANCIAL AND MILITARY SUPPORT 
MAY PRECLUDE A DIRECT CONFRONTATION, IT DOES NOT ASSURE THAT 
ISRAELIS WILL ADOPT A MORE FLEXIBLE NEGOTIATING POSTURE. 

ISRAEL TODAY IS LOCKED INTO A POLICY OF INERTIA, THE RESULT 

NOT ONLY OF DEEP INTERNAL DIVISIONS IN THE BODY POLITIC BUT 
ALSO OF ITS PERCEPTION OF THE PAST WHICH BLOCKS CONSIDERATION 
OF NEW APPROACHES FOR THE FUTURE. END SUMMARY 

3. THE VIEW FROM ISRAEL. TWO AND A QUARTERS YEARS AFTER THE 
OCTOBER 1973 WAR, ISRAEL STILL WRESTLES WITH THE DIFFICULT 
TASK OF COPING WITH THE CHANGED INTERNATIONAL AND DOMESTIC 
REALITIES WHICH THAT WAR THRUST UPON IT. FOR THE ISRAELIS 
THE ENSUING DIPLOMATIC MOVEMENT-INCLUDING SINAI II THIS 
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PAST SEPTEMBER-HAS NOT CHANGED THEIR PERCEPTION OF WHAT IS 
AT STAKE. THE ARAB-ISRAELI DISPUTE IS VIEWED AS A STRUGGLE 
FOR SURVIVAL, WITH THE ROOT ISSUE THE REFUSAL OF THE ARAB 
WORLD TO ACCEPT-UNEQUIVOCALLY AND FORMALLY —ISRAEL'S RIGHT 
TO EXISTENCE AS A SOVEREIGN JEWISH STATE. THIS STRUGGLE IS SEEN 
AS LONG-TERM, WAGED ON BOTH SIDES BY A COMBINATION OF POLITICAL, 
MILITARY AND FINANCIAL MEANS, AND PLAYED OUT BOTH ON THE 
REGIONAL (LOCAL POWER) AND INTERNATIONAL (SUPERPOWER) STAGES. 
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WHILE THE LEADERSHIP HAS PORTRAYED SINAI II AS A NEW, MORE 
POSITIVE CHAPTER IN ISRAELI-EGYPTIAN RELATIONS AND A POSSIBLE 
TURN IN THE DIRECTION OF FURTHER AGREEMENTS, ISRAELIS- 
INFLUENCED BY THEIR HISTROICAL VIEW AND A DEEPLY-INGRAINED 
SKEPTICISM STILL VIEW THE ARAB WORLD AROUND THEM AS PRIMARILY 
HOSTILE. THE GOVERNMENT, WHILE COMMITTED TO SEEKING NEGOTIATED 
PEACE SETTLEMENTS ON TERMS CONSISTENT WITH ITS SECURITY 
CONCEPT, DEDICATES ITS RESOURCES AND ENERGIES TO PREPARING 
FOR THE EVENTUALITY OF ANOTHER WAR AND COMBATTING 
TERRORISM. 

4. THE CHANGING INTERNATIONAL ENVIRONMENT. AS UNDER MEIR, 

ISRAELI FOREIGN POLICY UNDER RABIN IS REACTIVE, LARGELY 
DEVOID OF INITIATIVES, AND SUBECT TO THE CONSTRAINTS OF A 
DEEPLY DIVIDED BODY POLITIC LACKING A CONSENSUS ON HOW TO 
COPE WITH THE HARD PROBLEMS CONFRONTING IT-PARTICULARLY THE 
PALESTINIAN ISSUE. THE CLEAR PREFERENCE IS TO MOVE SLOWLY IN 
THE NEGOTIATING PROCESS, DEMANDING FROM THE ARAB STATES 
TANGIBLE STEPS TOWARD NORMALIZATION AND CO-EXISTENCE IN RETURN 
FOR PHASED AND LIMITED WITHDRAWALS. WHAT HAS CHANGED IN 

THE INTERNATIONAL ENVIRONMENT WITHIN WHICH ISRAEL 
MUST OPERATE. ISRAEL NOW FINDS ITSELF MORE ISOLATED THAN 
EVER, CHALLENGED BY ITS FRIENDS IN THE U.S. AND EUROPE TO 
COME UP WITH CONSTRUCTIVE NEW ANSWERS TO PROBLEMS IT REGARDS 
AS VIRTUALLY INSOLUBLE (AT LEAST FOR NOW) AND CERTAIN OF FACING 
INCREASED INTERNATIONAL PRSSURE TO WITHDRAW FROM THE OCCUPIED 
TERRITORIES IN THE YEAR(S) AHEAD. MANY ISRAELIS FEAR THAT 
AGAINST THE DYNAMISM OF OUTSIDE FORCES ITS GOVERNMENT'S STATIC, 
BUY-TIME- AND-HOLD FIRM APPROACH MAY RESULT IN LOSS OF CONTROL 
OVER THE DEVELOPING SITUATION AND, IN ANY CASE, FURTHER, MORE DAN- 
GEROUS ISOLATION. 

5. THE PRIMACY OF THE PALESTINIAN ISSUE. ALTHOUGH THE GREAT 
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DIPLOMATIC ACHIEVEMENT OF 1975 WAS SINAI II, ITS CLOSING 
MONTHS WITNESSED A SOVIET/SYRIAN/PLO INTERNATIONAL OFFENSIVE— 
PRINCIPALLY AT THE UNITED NATIONS-WHICH AGAIN HAS PUSHED THE 
PALESTINIAN ISSUE TO THE FOREFRONT. AFTER ARAFAT'S TOUGH 
NOVEMBER 1974 UNGA APPEARANCE, MNAY ISRAELIS BELIEVED THAT 
THE PALESTINIAN ISSUE HAD BEEN POSED IN SUCH BRUTAL CLARITY 
(AS THEY SAW IT, SURVIVAL OR EXTINCTION) THAT INTERNATIONAL 
PRESSURES FOR AN EARLY SOLUTION WOULD RECEDE. INSTEAD. THE 
PLO (ABETTED BY THE SOVIETS AND LED BY THE YRIANS) HAS 
EXPLOITED THE ABSENCE OF ISRAELI INITIATIVES TO PUSH ITS CASE 
THAT THE PALESTINIAN ISSUE REQUIRES A POLITICAL SOLUTION 
(STATEHOOD) AND CAN NO LONGER BE TREATED AS REFUGEE PROBLEM 
(UNSC RESOLUTION 242). WHILE THE US AND MOST EUROPEAN STATES 
DO NOT RECOGNIZE THE PLO, AND INSIST THAT IT MUST RECOGNIZE 
ISRAEL AND ABIDE BY RESOLUTIONS 242 AND 338 BEFORE THEY WOULD CON- 
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SIDER DEALING WITH IT, THE ISRAELI POSITION IS "NEVER' 1 TO DEAL 
WITH PLO AND ISRAEL THUS WILL BE ALONE IF THE PLO SHOULD 
PROVE FLEXIBLE. THE U.S. IS OF COURSE THE KEY, SO THE 
SAUNDERS TESTIMONY AND THE BROOKINGS REPORT WERE VIEWED HERE 
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AS OMINOUS SIGNS OF AN EVENTUAL SHIFT IN U.S. POLICY ON THE 
PALESTINIANS AND TOWARD THE PLO (DESPITE THE ADMINISTRATION S 
REPEATED DENIALS). EFFORTS BY ISRAELI DOVES TO FORCE AN 
ISRAELI POLICY REASSESSMENT ON THE PALESTINIAN ISSUE HAVE SO 
FAR BEEN BLOCKED BY RABIN AND THERE ARE NO SIGNS OF ANY 
CHANGE IN THE ISRAELI POSITION ON THE HORIZON. NOR DOES LOCAL 
SPECULATION THAT ISRAEL MAY EXTEND MORE AUTONOMY TO WEST BANK 
PALESTINIANS OR EXPLORE FEDERAL SOLUTIONS (WITH HOM?) PORTEND 
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ANY NEW INITIATIVES THAT WOULD MEET FOREIGN PRESSURES FOR 
CHANGE. THE INTERNAL DEBATE WITHIN THE CABINET AND WITHIN 
THE LABOR ALIGNMENT FOCUSES ON THE SHORT-RUN TACTICS OF HOW 
BEST TO COUNTER THE PLO OFFENSIVE AND MAINTAIN THE SUPPORT 
OF ISRAEL'S FRIENDS, BUT NO ISRAELI SEES A LONG-TERM SOLUTION 
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IN SIGHT AND NO ISRAELI FAVORS DEALING WITH THE PLO. ASIDE 
FROM A MINORITY ON THE FAR-LEFT, THE OVERWHELMING MAJORITY 
REGARDS THE ESTABLISHMENT OF AN INDEPENDENT PALESTINIAN 
STATE AS NATIONAL SUICIDE. 

6. U.S. ISRAELI RELATIONS. THE FOUNDATION OF ISRAEL'S 
FOREIGN POLICY REMAINS ITS RELATIONSHIP WITH THE UNITED 
STATES. SINCE THE OCTOBER 1973 WAR.ISRAEL HAS BECOME MORE 
DEPENDENT THAN EVER ON THE U.S.-POLITICALLY, ECONOMICALLY AND 
MILITARILY BOTH AS A RESULT OF ITS INCREASED INTERNATIONAL 
ISOLATION AND ITS AUGMENTED MILITARY/ECONOMIC REQUIREMENTS. 
AS ALWAYS, THE RELATIONSHIP IS AMBIVALENT; ON THE ONE HAND 
CANDADID RECOGNITION OF U.S. SUPPORT AS ESSENTIAL TO ISRAELI 
SECURITY AND SURVIVAL; ON THE OTHER HAND AWARENESS THAT THIS 
DEPENDENCY INHIBITS THE COUNTRY'S POLITICAL AND MILITARY 
OPTIONS, RESENTMENT AT THE IMPLICIT LEVERAGE BY THE U.S. ON 
ISRAEL AND CONSIDERABLE UNEASINESS AS TO HOW IT MAY BE APPLIED. 
IN 1975, ISRAELI-US RELATIONS REACHED A NEAR CRISIS ON MARCH 
22 (WHEN SINAI II NEGOTIATIONS WERE SUSPENDED), REMAINED 
TENSE DURING THE SPRING/SUMMER REASSESSMENT, AND ATTAINED A 
NEW MOMENTARY EQUILIBRIUM FOLLOWING THE SUCESSFUL AUGUST 
SHUTTLE. NOVEMBER 30 UNSC ACTIONS EXTENDING UNDOF MANDATE 
AND CALLING FOR JANUARY 12 MIDDLE EAST DEBATE WITH PLO 
PARTICIPATION LED TO NEW TENSIONS, WITH GOI ACCUSING THE U.S. 

AND OTHER SC MEMBERS OF CAPITULATING TO SYRIAN-SOVIET BLACK- 
MAIL. FOR THE FUTURE, RABIN HAS CANDIDLY SPELLED OUT TO 
THE ISRAELIS THE NATURE OF THE US/ISRAELI RELATIONSHIP, 

NOTING THAT ISRAEL MUST ACCEPT THAT THE U.S. HAS REGIONAL 
INTERESTS BEYOND ISRAEL ITSELF AND MUST NOT BY ITS ACTIONS 
INVOLVE THE U.S. IN A SUPERPOWER CONFRONTATION AND THAT THE 
CHANGING U.S POLITICAL AND ECONOMIC ENVIRONMENT WILL AFFECT 
FUTURE AID LEVELS. ISRAELIS REMAIN CONCERNED THAT THE 
DEVLOPMENT OF U.S. INTERESTS IN EGYPT AND ELSEWHERE IN THE 
ARAB WORLD MAY COME AT THEIR EXPENSE. THERE IS AN UNDER- 
CURRENT OF CONCERN THAT SOONER OR LATER THE U.S. AND ISRAEL 
MAY FIND THEMSELVES IN A SHARP CLASH OVER DIFFERING PERCEP- 
TIONS ON THE PACE AND CONTENT OF NEGOTIATING INITIATIVES. 

RABIN APPARENTLY BELIEVES THAT SUCH A CONFRONTATION EITHER 
CAN BE AVOIDED ALTOGETHER-BY MAKING ISRAEL’S CASE TO 
WASHINGTON MORE PERSUASIVELY-OR AT LEAST DEFERRED UNTIL 
AFTER THE U.S. ELECTION. THE RIGHT WING OPPOSITION PREFERS 
CONFIDENTIAL 
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TO FACE THE ISSUE EARLIER AND FOR THIS PURPOSE URGES FORMATION 
OF A NATIONAL UNITY GOVERNMENT WITH A TOUGHER FOREIGN POLICY 
LINE. 

7. ISRAEL AND THE SOVIETS. SOVIET BACKING FOR THE SYRIANS 

AND THE PLO, AND ITS CALL FOR A RECONVENED GENEVA CONFERENCE 
WITH PLO PARTICIPATION, HAVE AGAIN HIGHLIGHTED THE ANTI-ISRAELI 
ANIMUS IN CURRENT SOVIET POLICY. FROM THE ISRAELI VIEWPOINT. 

THE SOVIETS AT YEAR'S END ARE THE MAJOR FORCE BEHIND THE 
EXTREMIST ELEMENTS IN THE ARAB WORLD AND THUS THE CAUSE OF 
ISRAEL'S TROUBLES. THIS SHARPLY NEGATIVE JUDGEMENT CONTRASTS 
WITH THE GUARDED OPTIMISM EVIDENT EARLIER IN THE YEAR. THE 
NOT-SO-SECRET VISIT TO JERUSALEM IN APRIL OF SOVIET REPRE- 
SENTATIVES AND THE ALLON/GROMYKO MEETING IN NEW YORK IN 
OCTOBER LED SOME ISRAELIS (NOT THE GOVERNMENT) TO ANTICIPATE 
THE EARLY RENEWAL OF DIPLOMATIC RELATIONS. RECENT SOVIET- 
BLOC SUPPORT FOR A HOST OF ANTI-ISRAELI AND PRO-PALESTINIAN 
RESOLUTIONS IN THE UNGA HAS RAPIDLY CHILLED THE ATMOSPHERE 
AGAIN. ISRAELIS NOW VIEW THE SOVIETS AS PLAYING A SPOTT ING 
GAME. DESIGNED TO UNDERCUT U.S. NEGOTIATING INITIATIVES AND 
TO KEEP THEIR FOOTHOLD IN THE ARAB WORLD AFTER SINAI II BY 
BUILDING UP SYRIA AS THE NEW PAN-ARAB, ANTI-ISRAELI LEADER 
IN LIEU OF EGYPT. 

8. ISRAEL VIEWS ITS NEIGHBORS. WHAT ISRAEL SEES AS IT 
SURVEYS ITS IMMEDIATE NEIGHBORS IS ONLY SLIGHTLY MORE 
SATISFACTORY THAN A YEAR AGO. THE ONE BRIGHT SPOT HAS BEEN 
THE CONCLUSION OF SINAI II WITH EGYPT, WHICH S PER- 
CEIVED BY RABIN AND MANY OTHERS TO HOLD THE KEY TO WAR AND 
PEACE IN THE REGION. YET EVEN THIS HAS BEEN TARNISHED FOR 
ISRAELIS BY SADAT'S SUPPORT FOR THE PALESTINIAN RESOLUTIONS 
AT THE UNGA AND BY HIS ANTI-ZIONIST STATEMENTS WHILE IN THE 
U.S. MANY ISRAELIS ARE WITHHOLDING FINAL JUDGMENT ON THE 
AGREEMENT ITSELF, ADOPTING A "WAIT AND SEE" POSTURE TOWARD 
EGYPTIAN WILLINGNESS TO CARRY OUT ITS COMMITMENTS AND, MORE 
GENERALLY, TOWARD ITS DESIRE TO TURN THE CORNER TOWARD AN 
ERA OF BETTER RELATIONS WITH ISRAEL. 

9. SYRIA HAS MANAGED TO PRESERVE ITS STATUS AS THE ARAB 
NEIGHBOR MOST LIKELY TO CAUSE TROUBLE. MOST ISRAELIS WOULD 
CLAIM THAT THEIR GOVERNMENT CLEARLY EXPRESSED ITS READINESS 
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TO ENGAGE IN NEGOTIATIONS WITH SYRIA, BUT THAT DAMASCUS WAS 
MORE INTERESTED IN DESTROYING SINAI II THAN IN PURSUING A 
"GOLAN II." MORE OMINOUSLY, SYRIA HAS SHOWN ITSELF AGAIN 
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READY TO PERMIT TERRORIST RAIDS FROM SYRIAN TERRITORY; AS 
1975 ENDS, SYRIA IS ALSO SEEN AS THE DRIVING FORCE (TOGETHER 
WITH THE SOVIETS) BEHNID AN EFFORT TO CHANGE THE VENUE OF 
MIDEAST NEGOTIATIONS TO THE SECURITY COUNCIL. 

10. ISRAELI ATTITUDES TOWARD IORDAN REMAIN AS AMBIVALENT 
AS EVER. ON THE ONE HAND, THERE HAS BEEN MUCH TALK OVER THE 
PAST YEAR OF THE DANGERS OF A RECRUDESCENT ' EASTERN 
FRONT" AS HUSSEIN HAS ATTEMPTED TO NORMALIZE HIS RELATIONS 
WITH SYRIA. THE PHRASE "MILITARY ALLIANCE" IS USED FREQUENTLY 
HERE TO DESCRIBE THE CURRENT STATE OF JORDANIAN-SYRIAN 
RELATIONS. ON THE OTHER HAND IORDAN REMAINS, RABAT NOTWITH- 
STANDING, THE ONE ISRAELI HOPE FOR SOME PATH OUT OF ITS 
PALESTINIAN WILDERNESS. WHEN PROSPECTS FOR NEGOTIATIONS 
WITH SYRIA WERE DASHED, ISRAELIS OF ALL POLITICAL PERSUASIONS 
BEGAN TO TALK OF PROSPECTS FOR DISCUSSIONS "WITH JORDAN" ON 
THE WEST BANK. 

1 1 . FINALLY, ISRAELIS WONDER IF 1976 WILL BRING FULL-SCALE 
CIVIL WAR TO LEBANON AND, IF SO, WHAT ITS RAMIFICATIONS WILL 
BE FOR THEM. THEIR NORTHERN BORDER HAS SUDDENLY BECOME 
SOMETHING MORE THAN TERRAIN TO BE FENCED AND PATROLLED 
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AGAINST THE THREAT OF TERRORIST SQUADS; "FATAHLAND" IS NOW 
VIEWED AS THE POTENTIAL CAMPGROUND FOR SYRIANOR OTHER 
ARAB FORCES IN SUFFICIENT SIZE TO CHANGE THE MILITARY PICTURE 
COMPLETELY. EVEN SHOULD THE WORST NOT OCCUR, ISRAELIS SEE 
LEBANON SLOWLY BECOMING ANOTHER CONFRONTATION STATE THROUGH 
POLITICAL EVOLUTION— AND DON'T KNOW HOW TO FORESTALL THIS 
OUTCOME. 

12. THE DOMESTIC SCENE: POLITICAL. THE POLLS SHOW THAT 
RABIN HAS STEADILY CONSOLIDATED HIS DOMESTIC POSITION AND 
EMERGED BOTH AS THE NATION'S UNDISPUTED LEADER AND THE KEY 
FIGURE IN THE FORMATION OF ISRAELI FOREIGN POLICY. HIS ACTIONS 
CONFIDENTIAL 
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AFTER AND IN RESPONSE TO THE NOVEMBER 30 UNSC DECISIONS- 
INCLUDING THE DECISION TO ESTABLISH FOUR NEW SETTLEMENTS ON 
THE GOLAN HEIGHTS AND THE MASSIVE BOMBING RAID ON LEBANON- 
REPRESENTED A HARDENING OF POSITION AND A VIELED WARNING THAT 
MORE EXTREME REACTIONS MAY BE FORTHCOMING IF INTERNATIONAL 
PRESSURES ITENSIFY. IN DOMESTIC TERMS, THESE ACTIONS GAINED 
HIM EASY POPULARITY BY ACCURATELY REFLECTING AN INCREASING 
PUBLIC PREDILECTION TO DIG IN AND DEFY THE OUTSIDE WORLD. 

BUT THEY SHARPENED TENSION WITH THE U.S. IN MANY RESPECTS, 

RABIN SEEMS TODAY TO BE MOVING CLOSER TO THE HARDLINE ELEMENTS 
OF THE CABINET ( RAFI/NRP) AND AWAY FROM THE LABOR ALIGNMENT 
MODERATES WHO GAVE HIM HIS CHANCE IN MAY 1974. HIS HANDLING 
OF THE GUSH EMUNIM ATTEMPT TO ESTABLISH AN UNAUTHORIZED 
SETTLEMENT IN SEBASTIA PLEASED NEITHER THE HAWKS NOR THE 
DOVES. THE INCIDENT HIGHLIGHTED THE CONTRAST BETWEEN THE 
SECURITY OF HIS POSITION, WHICH REMAINS UNDISPUTED FAUTE DE 
MIEUX, AND THE SPOTTY LEADERSHIP HE IS PROVIDING. CAUGHT IN 
A CROSS-CURRENT OF DIVERGENT PRESSURES FROM RIGHT AND LEFT. 
RABIN SO FAR HAS HELD THE UPPER HAND NOT BEY DECISIVE 
ACTION BUT THROUGH ADROIT MANEUVERING (E.G., CO-OPTING 
LIKUD LEADER AND OCTOBER WAR HERO ARIK SHARON TO HIS 
STAFF). CHRONIC WEAKNESS OF LIKUD OPPOSITION AND ITS 
NEGATIVE IMAGE HAVE ALSO HELPED. AT PRESENT, THEREFORE, IT 
SEEMS PROBABLE THAT GOI WILL CONTINUE IN ITS PRESENT 
COMPOSITION UNTIL ELECTIONS IN 1977, BUT ITS CAPACITY FOR 
IMAGINATIVE POLICY-MAKING WILL REMAIN LIMITED. HOWEVER, 
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SHOULD OUTSIDE PRESSURES ITENSIFY, THE POSSIBILITY OF 
EITHER EARLY ELECTIONS NOW PRESSED FOR BY MODERATES OR THE 
FORMATION OF A NATIONAL UNITY GOVERNMENT ENDORSED BY SOME 
CONSERVATIVES CANNOT BE COMPLETELY RULED OUT. 

13. THE DOMESTIC SCENE: ECONOMIC. ECONOMIC PROSPECTS AT 
YEAR'S END ARE GRIM. CITING UNIFORMLY DESPRESSING ECONOMIC 
INDICATORS IN HIS FY 76 BUDGET PROPOSAL, THE MINISTER OF 
FINANCE STRESSED THAT’THE DANGER AND CENTRAL PROBLEM" 
CONFRONTING THE ECONOMY IS THE HUGE BALANCE OF PAYMENTS 
DEFICIT AND HOW IT IS TO BE FINANCED. HE EXPRESSED HOPE 
THAT THIS DEFICIT COULD BE REDUCED FROM $3.7 BILLION IN 

1975 TO $2.8 BILLION IN 1978. HOWEVER, HE WAS NOT AT ALL 
CLEAR HOW EVEN THIS MODEST OBJECTIVE COULD BE ACHIEVED. 
VIRTUALLY ALL ISRAELI ESTIMATES OF EXTRNAL ASSISTANCE 
CONFIDENTIAL 
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REQUIRED NEXT YEAR IN FACT SHOW AN INCREASE OVER 1975. 

14. THE GOVERNMENT IS MAKING A MAJOR EFFORT TO GAIN BROAD 
SUPPORT FOR CUTS IN SPENDING BUT APPARENTLY FEELS IT IS 
UNABLE TO DO ORE THAN "HOLD-THE-LINE" AT CURRENT LEVELS 
OF EXPENDITURES MEASURES IN REAL TERMS. LIKE MICAWBER, 

THE GOVERNMENT SEEMS TO BELIEVE THAT IF IT CAN GET THROUGH 
THE NEXT YEAR OR TWO THINGS WILL SOMEHOW BE BETTER. THE 
VIABILITY OF THIS APPROACH, HOWEVER, DEPENDS ON CONTINUED 
MASSIVE U.S. ASSISTANCE TO FINANCE THE BALANCE OF 
PAYMENTS DEFICIT, WHICH CANNOT BE REDUCED SUBSTANTIALLY AT 
I EAST IN NEAR TERM SO LONG AS THE CURRENT PROJECTION OF 
MILITARY IMPORTS IS MAINTAINED. 

15. AN UNCERTAIN FUTURE. THE YEAR AHEAD WILL BE AS DIFFICULT, 

IF NOT ORE SO, FOR ISRAEL THAN THE ONE JUST CONCLUDED. 

ISRAEL CONTINUES TO FACE ALL ITS "CLASSICAL PROBLEMS," 

STEELING ITSELF FOR THE EVENTUALITY OF ANOTHER WAR WHIFF. 
PURSUING ITS CONCEPT OF A NEGOTIATED SETTLEMENT. 1976 
PROMISES TO BE THE YEAR OF THE PALESTINIANS, AS SYMBOLIZED 
BY THE JANUARY 12 SECURITY COUNCIL DEBATE. ISRAELI-US 
RELATIONS ARE ENTERING A PERIOD OF TENSION ON MANY ISSUES 

AS THE DIFFERENCES WHICH HAVE LURKED BELOW THE SURFACE SINCE 
1967 HAVE BEGUN TO EMERGE. 5#3 4-78, ;8 85 -5 5#3 
3,$ 9* ’-,746 8 $3 8&,3$ 59 3/0)943 2#343 23 &9 *49. #343, 

BUT MAY INSTEAD REVEAL THAT THE ISRAELIS ARE LEERY OF 
NEGOTIATIONS ON ANY FRONT AND WOULD PREFER TO MOVEMENT 
UNTIL AFTER U.S. ELECTION. THE MIDDLE EAST HUS MAY BE 
ENTERING INTO A PHASE OF DEADLOCK. IN SUCH A PERIOD THE 
CHALLENGE FOR ISRAEL WILL BE LESS HOW TO HANDLE ITS OVERT 
ENEMIES THAN HOW TO CONVINCE ITS REMAINING FRIENDS TO 
CONTINUE THEIR SUPPORT. ON THE EVIDENCE OF 1975, ISRAEL'S 
FRIENDS WILL NOT ABANDON IT BUT THEY ARE RAPIDLY BECOMING 
DISILLUSIONED AND IMPATIENT. AS FOR THE ISRAELIS, THEY 
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SEEM CAUGHT BETWEEN THEIR PERCEPTION OF THE PAST AND THEIR 
DARK ANXIETIES REGARDING THE FUTURE. UNCERTAIN HOW TO 
PROCEED, THEY LOOK TO THEIR GOVERNMENT FOR A CLEAR SENSE 
OF DIRECTION. RABIN S ANSWER IS CHILLING— ISRAEL MUST 
PERSEVERE IN HOLDING THE LINE AGAINST TERRITORIAL CONCES- 
SIONS DAMAGING TO ITS SECURITY IF NECESSARY FOR THE 
PROVERBIAL "SEVEN LEAN YEARS" UNTIL, AS HE SEES IT, CHANGES 
CONFIDENTIAL 
CONFIDENTIAL 
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INTHE STRATEGIC/ECONOMIC PICTURE BECOME MORE FAVORABLE TO 
IT. WHETHER THIS APPROAC IS SUFFICIENT REMAINS TO 
BE SEEN, AND DEPENDS IN LARGE MEASURE ON WHETHER WE 
ARE WILLING TO DANCE A PAS DE DEUX TO A SCORE WRITTENIN 
JERUSALEM. 

TOON 
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